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UNITED KINGDOM: KEY ECONOMIC INDICATORS 
(Billions of pounds unless otherwise stated) 


Percent 


Increase 
INCOME, PRODUCTION, EMPLOYMENT 1982 1984 '83-'84 


GDP, Current Prices 277.0 318.2 
GDP, 1980 Prices 231.1 442.3 
Per Capita GDP, Current Prices 4180 4826 
Investment, 1980 Prices 

Total 40.5 45.2 

Plant & Machinery 16.7 34.2 
Real Personal Disposal Income 158.7 122.8 
Indices (1980 = 100) 

Industrial Production 98.6 102. 

Average Earnings 137.6 158. 
Working Population (Millions) 26.8 + 
Unemployment Rate (%) 12.2 a3. 
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MONEY AND PRICES 


Gold & Foreign 

Exchange Reserves (b) 

Sterling M3 (Broad Money) 

Interest Rate (%) (c) 

Indices: 
Wholesale Prices 118.0 
(1980=100) 
Consumer Prices (1974 = 100) 320.4 
Volume of Retail Sales 162.5 
(1980 = 100) 


BALANCE OF PAYMENTS 


of goods 
-S. Share 
Imports of goods 
U.S. Share 
Invisible Balance P 
Current Balance ‘ f ols 
Total Investment & 


Other Capital Transactions -3.36 -3.86 -2.0 


FOOTNOTES 
Unless otherwise stated, the 1984 column is for the entire year. 
(a) For these items the data covers only the first three quarters of 


1984, Percentage changes are, therefore, the first three quarters of 
1984 over the first three quarters of 1983. 


(b) End of the period/(c) London clearing bank base rate 
(d) As of March 20, 1985/(e) Date for first two quarters of 1984. 





SUMMARY 


The UK economy is expected to continue its current 2.5 percent 
annual growth into 1986. With the strengthening pound, this 
augurs well for U.S. exporters. 


Inflation has dropped to 5.9 percent after reaching 7 percent 
earlier this year with the expectation that it will come down to 
5 percent by the end of 1985 and remain at this level in 1986. 


Prime Minister Margaret Thatcher's Tory Government maintains 
consistent economic policies based on tight monetary and fiscal 
policies. Government expenditures will be reduced by about 

1.5 percent during the current fiscal year. Following the success 
of the sale of British Telecom by the British Government to the 
private sector, further privatization of nationalized industries 
is expected. 


The United States and the United Kingdom enjoy very close 
commercial relations. After Canada and Japan, the United Kingdom 
is the largest purchaser of U.S. goods and services in the world. 
In addition, both rank as the top direct investors in each other's 
countries. UK companies are generally anxious to sign joint 
venture agreements with U.S. firms especially when they can 
acquire attractive additions to existing product lines or access 
to advanced technology. Use of the United Kingdom as a base for 
European operations becomes increasingly advantageous as the 
country continues to integrate its economy with the European 
Community (Common Market) nations. 


For U.S. companies, UK firms offer long trading experiences, 
relatively low cost labor, and some of the world's best research 
and development work. A common language and shared tradition make 
it easy for American firms to establish comfortable relationships. 


The U.S. Embassy's Commercial staff in London has identified 

14 market segments which offer some of the best opportunities for 
U.S. firms interested in exporting to the United Kingdom. 
Summaries of these segments begin on page 9. 


A. CURRENT ECONOMIC SITUATION AND TRENDS 
Recent Economic Performance 


The British economy continues to be characterized by steady, 
moderate expansion. The current recovery began in the Spring of 
1981 and is now completing the 17th quarter of economic growth. 
For the past quarter of a century, no other British expansion has 
lasted this long. Four of the five expansions since 1958 have 
been much shorter -- none have lasted more than two years -- 
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however, all the expansions have been stronger than the current 
recovery. The record* is summarized in the following table. 


* Unless otherwise stated, all percentage changes in Section A are 
in real terms, period cited in 1985 over the previous period. 


Table 1: Expansions 1958-85 (Output GDP growth rates in real 
terms): 


Quarters Growth 
Rate 


(per annum) 
1958 III - 1960 III ‘ 
1963 I - 1965 I . 
1967 III - 1969 I F 
1972 I - 1973 II ‘ 
1975 III - 1979 II 1 ‘ 
1981 II - 1985 II Z : 


Source: National Institute of Economic & Social Research 


Economic growth in the first half of 1985 was a rather impressive 
5 percent with all components of GDP expanding at healthy rates. 
Consumption was up 5 percent, investment up 5 percent, exports up 
11.5 percent and imports up 3.2 percent. This growth was 
generally due to an increase in overall economic activity as the 
coal miners' strike and its associated effects came to an end in 
March 1985. Furthermore, government and private forecasters 


predict the economy will expand for the rest of this year and into 
1986. 


Consumer expenditure continues to follow a strong growth pattern. 
Retail sales, which comprise about half of consumer expenditure, 
have been the main engine of consumption growth. In the first 
half of 1985, retail sales grew by 4.5 percent, and during 
July-August sales were up 5.5 percent over the same period a year 
earlier. The component of retail sales that experienced the 
greatest growth in the first half was clothing and footwear (up 
8.5 percent), followed by household goods (up 5 percent), with 
food and other non-durables also growing (3 percent). 


Sales of durable goods (which constitute about 12 percent of total 
consumption) experienced very little and rather uneven growth in 
the first half (up a total of 1 percent). Automobile sales were 
slightly negative, while sales of furniture and rugs were up about 
3 percent. Sales of appliances showed the continued strong growth 
in the first half (up 7.5 percent) as they have demonstrated every 
year since the recovery began -- up 7.7 percent in 1981, up 

14 percent each year in 1982 and 1983, and up 7 percent in 1984. 
These mainly consist of the sales of televisions, stoves, and 


refrigerators; however, growth in the sales of color TVs and VCRs 
dominate this sector of the market. 
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The remaining one-third of consumption is comprised of services. 

Growth in services slowed down considerably in the first half of 

1985 (up 1 percent) from previous years in comparison with growth 
rates in the 8.5-15 percent range during 1981-84. 


Preliminary data indicates that investment grew 5 percent in the 
first half of 1985, with all of the increase having taken place in 
the first quarter (up 24 percent). In the second quarter 
investment fell 32 percent from its first quarter level. Neither 
the first nor second quarter outcomes are particularly surprising 
given the changes taking place in the tax treatment of first year 
capital depreciation allowances. (Effective April l, the first 
year allowance decreased from 75 to 50 percent. April 1, 1986 it 
will fall again from 50 to 25 percent, thus ending the tax 
benefits accelerated treatment of capital depreciation.) Other 
reasons for the second quarter downturn in investment include 
substantial cuts in public investment and lower housing starts. 
The public investment cuts were planned, the fall in housing 
starts was due to the hike in interest rates last January. 


On the positive side the continued rise in company profits 

(up 28 percent in 1984 and 19 percent in the first quarter 1985, 
both in nominal terms) coupled with the recent decline in 
bankruptcies (down 20 percent in the first half 1985), helped keep 
company investment growing during the first half (up 8 percent). 


Government expenditures are targeted for negative real growth 
(minus 1.3 percent) this fiscal year. (Note: The UK fiscal year 


runs April 1 to March 31). The largest program, Social 
Security--which includes most welfare programs--is slated to 
expand by 1.1 percent. Most of the other departments are slated 
for no real growth or cuts in expenditure. For example, the 
Departments of Trade and Industry and Energy are targeted for a 38 
percent real cut in expenditures this year. As mentioned above, 
government capital spending is also targeted to decrease, down 
£1.3 billion or minus 17 percent in cash terms. 


The current account of the balance of payments for the second 
quarter as a whole was in surplus. A good deal of the surplus 
was, of course, due to North Sea oil, which contributed over 

£4 billion net in the first half of 1985. By contrast, the trade 


in manufacturers was in deficit to the extent of nearly £6 billion 
during the same period. 


The volume of exports was 3 percent higher in the second quarter, 
while imports declined almost 6 percent. The July figures show 
only a small deficit in visible trade of £56 million: exports 
declined but imports declined further. However, if one compares 
the trade sector with its level of a year ago, both exports and 
imports have expanded. In the latest three months (August, 
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September and October), exports have been up 16 percent over the 
year before, while imports have grown on the year before, while 
imports have grown by 12 percent. The overall balance of payments 
picture is therefore favorable, due mainly to the oil balance and 
invisibles, 


Government Economic Plans 


The economic policies of the Thatcher Administration have remained 
remarkably consistent. The Medium Term Financial Strategy, first 
enunciated in early 1980, has sought to establish a 
non-inflationary environment in which the British economy could 
prosper. There have been various calls for Mrs. Thatcher to 
modify her tight monetary and fiscal policy stances, but she and 
her cabinet feel confident that they have set the right course for 
continued British recovery. 


The March 1985 Budget Speech by the Chancellor of the Exchequer 
was marked by a cautious approach to economic policy. At that 
time, the sterling was still under considerable downward pressure 
and the FY84-85 government budget outturn resulted in a government 
deficit (PSBR) 25 percent over target. The major features of this 
year's economic plans (outlined in the FY85 Budget) were a number 
of measures aimed at reducing structural rigidities, a substantial 
increase in income tax thresholds, especially at the lower end of 
the scale, significant changes in employee/employer contributions 
to the National Insurance Scheme (NIS, more commonly known as 
Social Security), and announcement of the Government's intention 
to undertake a major reform in the structure of personal income 
tax by the end of 1985. This Budget, more than last year's 
"Budget for Jobs," emphasized the need to do something about the 
unemployment problem. The Government's aim was to reduce the cost 
of labor, particularly for the low-paid. On other fronts the 
Chancellor remained optimistic with respect to the Government's 
ability to control public sector borrowing, reduce the level of 
the deficit (PSBR), and reduce the proportion of GDP which goes to 
the public sector. 


The Outlook for 1985 and 1986 


The Government expects the economy to grow at an annual rate of 
3.5 percent in 1985 and 2.5 percent in the first half of 1986. In 
1985 the major stimulus for growth is expected to come from 
exports (up 6.5 percent) and consumption (up 3 percent). The end 
of the coal strike is also expected to add just under 1 percent to 
GDP growth for the year as a whole. The slower growth rate in 
1986 is attributable to a deceleration in the growth of exports 
and government expenditures. 
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The Government predicts that inflation will slow down to 5 percent 
by year end, as the effects of January's rapid depreciation of 
sterling and rise in interest rates wear off. In the first half 
of 1986 inflation is expected to decelerate further to 

4.5 percent. On the external side the current account surplus is 
expected to be £3 billion in 1985 and £1.5 billion in the first 
half of 1986. 


B. IMPLICATIONS FOR THE USA 


Entering Europe via the United Kingdom: 


There are very good reasons why U.S. exporters, particularly those 
in the new-to-export category should do business in the United 
Kingdom. First, the United Kingdom is a sizeable and highly 
receptive market for many American goods and services. Language 
and cultural barriers are virtually non-existent and perhaps even 
more important, the United Kingdom, like our country, is free of 
any major barriers or other impediments that could restrain 

trade. It is a nation of international traders. The United 
Kingdom is a natural base for penetrating the lucrative markets of 
Western Europe. It provides an attractive and often familiar 
environment for U.S. firms. 


UK: A Growing Market 


In addition to the already discussed favorable economic climate in 
the United Kingdom, since the advent of the Conservative 
government in May 1979, 670,000 new jobs have been created. Like 
the Reagan administration, the Thatcher government espouses a 
supply side economics orientation. 


Similar to the United States, there has been a growing shift from 
the industrial to the service sectors, the result has been the 
closing down of many factories and plants--particularly in the 
northern areas of the country. This has resulted in the "Achilles 
heel" of the British economy, rising unemployment. However, this 
unfortunate situation, which the government is endeavoring to 
solve, has its bright side for U.S. exporters. Many of the 
products that were produced in these marginal plants constitute an 
area of opportunity for U.S. exporters. 


The Pound Sterling and the U.S. Dollar 


Though the dollar has dropped nearly 40 percent in value since 
February 1985, it still remains a major obstacle to U.S. exports. 
However, our 1984 export performance indicates that the rebounding 
British economy still offers excellent opportunities for agressive 
American exporters, who are willing to commit resources to 
penetrate the British market. Many American products are highly 





eS 


regarded and accepted readily at both the industrial and consumer 
levels. Those American products offering high quality, 
reliability, technical sophistication or other important features 
can still compete most effectively in this market in spite of the 
current value of the dollar. 


A recent agreement by the finance ministers of the world's leading 
industrial powers could result in the further depreciation the 
dollar, which would mean an immeasurable improvement in the 
competitive situation of American exports. 


Marketing: The Key to the U.S. Exporter's Success 


It is known that if one is to succeed in the U.S. market, one must 
have good, sound marketing practices. The situation is no 
different when one tries to sell products and services abroad. 

Some of the major U.S. multinationals go one step further and 
utilize the United Kingdom as a test market for many of their new 
products prior to introducing them nationally in the United States. 


"Good marketing" begins with the identification of the user's 
needs and desires. This is where the U.S. and Foreign Commercial 
Service (US&FCS), has been and continues to be of valuable 
assistance to the U.S. exporter. The FCS at the U.S. Embassy in 
London (FCS London) identifies those areas of opportunity that 
offer the most promise of success for U.S. exporters. Physical 
facilities that are second to none, are available at the U.S. 
Embassy in London for the introduction and promotion of a variety 
of products and services to the UK market. 


Other opportunities for U.S. Exporters 


For American firms interested in licensing the manufacture of 
their products in the United Kingdom, 1986 will be a good time to 
investigate and select an experienced and capable manufacturing 
partner in the United Kingdom. Many reputable and competent UK 
firms are seeking licenses for products to extend or complement 
existing ranges. 


Another interesting opportunity worth exploring is that of joint 
venturing with UK companies--especially in the development of new 
products from the vast basic research done at UK universities. 
The technology capability of the United Kingdom remains among the 
best in the world. When combined with the marketing capabilities 
of U.S. companies there are desirable mutual benefits to be had 
through the creation of joint ventures. 


FCS London is now more frequently solicited by American firms 
wishing to consolidate their position on the British or European 
markets by setting up their own branches and subsidiaries. 
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The following UK market sectors offer the best export 
opportunities for U.S. suppliers. These industry sectors will be 
the focus of FCS London's promotional efforts during fiscal year 
1986. A brief thumbnail sketch of each of the industry sectors 
follows (more extensive reports on these industry's can be 
obtained from the local U.S. Department of Commerce District 
Offices). 


COMPUTERS AND PERIPHERALS: The British market for computers, 
peripherals and software is fuelled by technological change. 
Comprehensive market research done recently for the U.S. 
Department of Commerce highlights favorable indicators in both 
size and growth of the market (55 billion, increasing at 30 
percent per annum). This research shows also the wide variation 
between the growth rates of the minicomputer and microcomputer 
sectors (30 and 12 percent respectively), and the software 
services sectors (30 and 15 percent). 


The United States is still the principal supplier of computers and 
peripherals to Britain. U.S. interests in sales, support and 
production roles have completely secured the mini and 
supercomputer sectors, but leave the micro and mainframe areas 
more vulnerable to competition from local and third country 
suppliers. In the import sector, U.S. suppliers have an important 
role, as the local industry is a large OEM buyer of American 
processors, peripherals and components. The clear market leaders 
in hardware continue to be IBM and DEC. Continuing software 
advances in the United States have been the key to the retention 
of the existing market share. 


ELECTRONIC COMPONENTS: Export sales prospects remain high, 
particularly for chip components; surface mounts; high power, high 
speed devices; and custom-made electronic components. Despite the 
well developed local production base, which makes commodity 
circuits and passives, a good second tier market exists for 
standard devices which are subject to short term shortages and 
oversupply conditions. U.S. distributors and export trading 
companies have traditionally taken advantage of this situation, 
though the market peaks and valleys are tending to coincide in 
Europe and the United States, limiting the action that can be 
taken to capitalize on market opportunities. 


TELECOMMUNICATIONS EQUIPMENT: The dual thrust of advancing 
technology and the liberalization of the market in Britain has 
created opportunities for the sale of new equipment and services 
to both users and the two network providers. Until now the 
central exchange and transmission side has been effectively closed 
to non-UK firms, but the evolving nature of British Telecom and 
its gradual move towards equipment selection based on technology 
and cost (as opposed to origin) indicates that this major market 
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sector will eventually open to U.S. suppliers. At the lower end 

of subscriber equipment, U.S. and European interests seem to have 
lost out again to the low labor cost production areas of the Far 

East, and no prospect of recovery here is likely. 


PRINTING & GRAPHIC ARTS EQUIPMENT: The UK printing and graphic 
arts equipment market is likely to rise by an average of 

1l percent between 1985 and 1988. Imports are predicted to 
increase by around 6 percent per annum. U.S. and West German 
imports in particular have been taking a larger share of the U.K. 
market, but U.S. products dominate and now represent almost 

60 percent of total UK imports. A multi-firm Printing & Graphic 
Arts Equipment exhibition (PRINTEX USA '86) will be held 
September 16-19, 1986 at the U.S. Embassy in London. 


PROCESS CONTROLS (Excludes scientific instruments): For the U.S. 
exporter the process control market in the United Kingdom is 
geared to module level supply, rather than turnkey business. 
Chemical and petrochemical construction is at a low ebb, and only 
maintenance and product conversion projects are currently 
underway. In the other process related fields there is increasing 
emphasis on on-line monitoring and control, and a continued 
replacement of analog instrumentation with digital techniques. 
The automation of industry in Britain continues to replace direct 
labor, and U.S. controls and instrumentation, again at module 
level, are being sold in competition with British, West German, 
and Japanese units. 


SPECIALTY CHEMICALS: The specially chemical sector is concerned 
with the manufacture and sale of high-value chemical compounds: 
prices running from a few hundred pounds per ton up to 20,000 
pounds per ton or more for special-purpose materials that are sold 
in small volume quantities. These chemicals are sold to chemical 
companies as intermediaries or components into a very wide variety 
of industries such as pharmaceutical, agrochemical and dyestuffs. 
The specialty chemicals market in the United Kingdom is mainly 
supplied by imports; some 75 percent of UK consumption is supplied 
from abroad. A major UK survey has also pointed out that the UK 
industry is at a disadvantage compared with overseas producers 
because of the the high cost and limited availability of 
intermediates such as chlorine, bromine and hydrogen. 


U.S. product development is often ahead of UK standards, therefore 
products can be sold as tried and tested in another market. 
Currently U.S. producers have half of the market share of their 
German counterparts in the UK market. 


SECURITY & SAFETY EQUIPMENT: The UK security, fire and safety 
industry is an evolving market, which is receptive to new 
technology. It is estimated that the total market is currently 
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worth around £500 million, with a present annual growth rate of 

12 percent--with projections of increasing to nearly 20 percent by 
1988. The U.S. market share in 1984 was approximately 21 percent, 
with Japan as the main competitor at 9 percent, the Netherlands 
and West Germany following. 


There will be a USA Pavilion at the International Fire & Security 
Exhibition & Conference (IFSEC) to be held April 14-18, 1986 at 
Olympia, London. This is a major international event and is 
highly recommended for U.S. new-to-market manufacturers seeking 
entry into the lucrative UK and European markets. 


MATERIALS HANDLING EQUIPMENT: The market for materials handling 
equipment grew rapidly in 1984 and the growth is expected to 
continue over the next few years. Pressure is being put on 
management in the United Kingdom to improve productivity; this is 
leading to the emulation of techniques developed in the U.S. and 
Japan to reduce materials handling times. Currently Germany is 
the leading supplier to the UK market. The opportunities for the 
U.S. exporter will increase as the hydraulics content loses out to 
the electronics element in the advanced handling technology market. 


FOOD PROCESSING AND PACKAGING EQUIPMENT: The food processing and 
packaging machinery sectors are not growth areas themselves, but 
opportunities arise from the changes in the sector towards the use 
of more electronics. This gives producers room to sell subsystems 
and components to the United Kingdom to help local producers 
compete against an onslaught of German and Italian competition. 
Catering equipment is a growing area (up to 10% per annum) within 
the static food processing and packaging market. This is because 
UK firms are catching up on mass catering and franchised fast 
food, which had been ignored for many years. However, competition 
is strong and U.S. producers need to apply their fast food 
expertise and vending technology to sell in the United Kingdon. 


HARDWARE (Do-It-Yourself): Although representing only one sector 
in this lucrative and steadily growing industry, American tools 
captured 11 percent of the British imported hand tools market in 
1984. The Do-It-Yourself field, supported by an extensive 
distribution network, offers scope for a wide range of 
American-made products designed to improve the home, garden, 
family automobile and boat, as well as tools, implements, 
adhesives, decorative finishes, general hardware and plumbing 
lines, gadgets and labor saving devices. FCS London will host a 
trade mission organized by the American Hardware Manufacturers 
Association in February 1986. 


MEDICAL EQUIPMENT: UK production overall exceeds domestic 
consumption, but it falls below requirements in certain areas, in 
particular cardiology and noninvasive diagnostic equipment, 
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monitoring equipment, and disposables. The United States has a 
very strong position in the United Kingdom (65 percent market 
share) and is the principal source of imports in the electro- 
medical and disposables market. Imports are expected to rise by 
approximately 2 percent a year for the next three years. Main 
competitors are Ireland and West Germany. 


SEAFOOD: Consumption of all fish and shellfish products in the 
United Kingdom rose slightly in 1984, and is expected to increase 
by 5 percent a year over the next three years. U.S. exports 
showed an increase and are expected to continue to rise faster 
than the average during the next three years. Best prospects are 
frozen products, particularly salmon and shellfish, and canned 
fish. Frozen “value added" products, which are convenient and 
time saving as well as a good value, have become very popular and 
present good prospects for U.S. companies. 


STATIONERY & GIFTS: Decorative stationery, cards, paper , 
novelties, gift and impulse purchases - a vast array of products 
are presently imported from, or inspired by, American designers. 
FCS London will coordinate a group exhibit of stationery and gifts 
at the International Spring Fair, Britain's largest consumer goods 
trade fair, February 6-9, 1986, 


SERVICES: The service sector has become the largest (65 percent 
of the workforce) and fastest growing sector of the U.K. economy. 
While there have been some concerns expressed about this apparent 
move away from industry, service industries have certainly 
contributed to offer employment opportunities to people with 
entrepreneurial flair and have slowed unemployment growth. 


U.K. service exports totalled $27 billion in 1983 (compared to 
$91 billion exports of manufactured goods) and while Britain 
maintains a trade surplus with the United States in services 
(mainly financial and tourism), several opportunities exist for 
expansion by the U.S. service sector. Notably, these are in 
advertising (£3.3 billion sales volume, a 31 percent growth over 
1984), leisure industry (hotels, theme parks, health and fitness 
centers), and computer services, where the market is expected to 
grow at a rate of above 20 percent per annum (from $2 billion 
sales in 1984 to $7 billion in 1990). FCS London will be 
promoting a Franchising trade mission in April 1986 and has 
commissioned a market research report to be done on franchising 
services in the United Kingdon. 


For more detailed information on conducting business in the United 
Kingdom, please contact the U.K. Desk Officers Paul Norloff or 
Brenda Hogan at (202) 377-3748. Address: U.K. Desk, Room 341l, 
International Trade Administration, U.S. Department of Commerce, 
Washington, D.C. 20230 
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